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Employe Stock Ownership 


One of the most talked of and widely advertised movements in the industrial world is the sale of industrial secur: 
ities to the employes of the concerns issuing them. It is thought by many that this movement is significant of a 


considerable improvement in employe status in industry. 
throw light on this controverted question—Tue Epitor. 


Whether employe stock ownership may be regarded 
as an investment or as a speculation is a timely subject 
of inquiry by Professor Willard C. Fisher, College of 
the City of New York, which the Journal of the Interna- 
tional Electrical Workers and Operators publishes in June 
of this year as “one of the most valuable pieces of re- 
search the Journal has ever been able to get.” 

American corporations have offered their stock for 
gue by their employes for reasons stated as 

ows: (1) To create a demand for their securities 
and to help meet their increasing requirements in cap- 
ital. (2) To reduce labor turnover, retain seasoned 
employes, and stimulate interest, loyalty, and efficiency 
in their workers. (3) To have workers become cap- 
italists, make them less responsive to radical agitation 
and more tractable and obedient to their supervisors. 
(4) To encourage saving and develop a means of en- 
abling the workers to share in the control of the cor- 
poration. (5) To provide the workers an opportunity 
for safe and profitable investment. 

The last named motive must be taken as underlying 
all the others, for if employe stock ownership cannot meet 
the accepted tests for sound investment, nothing else 
can justify it. The workman with a family depending 
upon his current earnings needs security of principal 
above everything. The next desirable element of safety 
is an assurance that interest or dividends will not de- 
fault or decrease. “The prospect of an increased prin- 
cipal value is to be considered by the speculator, but it is 
not to be considered seriously by the true investor, as- 
suredly not by the working man. If the higher future 
value is reasonably well assured, it will have been fore- 
seen by shrewder and more alert purchasers than the 
industrial employe or others of like position and preoccu- 
pations, and will have been anticipated in present prices. 
If it is not well assured, then to count upon it and to buy in 
the hope of winning it is sheer speculation, in which it is 
madness for the employe, or any other person without 
money to lose, ever to indulge.” 

follows that the prospect of speculative gain should 
@.::. not be used by employers in support of em- 
ploye stock ownership. For even in connection with 


careful investment it is necessary to diversify holdings 
and choose senior securities, preferably bonds and proved 


preferred stocks. And “even the most careful selec- 


We publish in this issue a digest of two recent studies which 


tions sometimes may prove to have been unfortunate, 
when unexpected industrial developments may shatter 
the prosperity of corporations which had appeared to 
be towers of financial strength.” It is only recently 
that a few common stocks have found a place in the 


- portfolios of investment bankers. Thus “the presump- 


tions are all against the safety of employe stock owner- 
ship as an investment, since the employe practices feither 
selection nor diversification, neither of the two policies 
of time-tried wisdom which all other investors are for- 
ever warned that they neglect only at their peril. For in 
only two or three of the American stock subscription 
plans can it be said that he is given even the nominal 
privilege of selecting his own investment, subject to 
his employer’s approval; while, even in these two or 
three, he does, in fact, disregard his ostensible option 
and takes the securities of his own company, which the 
company is offering him, with a stated or implied recom- 
mendation, and which it will assign him, unless he has 
the wisdom and the hardihood to declare to his em- 
ployer that he prefers something else. Bonds are offered 
less than half a dozen times. Common stocks are sold 
twice as often as preferred. And the companies which 
have sold their stocks to their employes have been of 
every degree of goodness and badness. Clearly there 
has been no selection. 

“Nor, in the very nature of the case, can the employe 
practice diversification. By the mere fact of his holding 
employment in a corporation and finding there much 
the greater part of his possible income he already has 
made his heaviest investment, in the substantial mean- 
ing of terms. So that diversification, perhaps the first 
principle of safe investing, and certainly the first in 
speculative investing, the principle to which employers 
themselves ever cling in their own real investments, is 
definitely flouted by the employe who places his formal 
security investment, often the chief or only investment 
he can make, in the same company by which he is em- 
ployed. Of a truth this is putting all of the eggs in 
one basket.” 

Corporations follow three main policies in offering 
their employes stock. Some buy their stock in open 
market upon the employe’s order. For those who are 
unfamiliar with such transactions, the carrying out of 
the purchase and transfer by the company may be re- 
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garded as an important service. Payment for the stock 
in instalments by deductions from wages or salaries is 
an additional favor. “In some cases, too, while interest 
at something like the prevailing commercial rate is 
charged on the diminishing amounts unpaid, dividends 
on the purchased stock which more than balance the 
interest charges are credited to the subscriber’s account.” 

A second and more common policy is that of “offer- 
ing the stock, either purchased in the market or newly 
issued from the corporation treasury, at a price which 
is definitely below the current market price, sometimes 
considerably below it.” 

The third policy is the most liberal of all. Its dis- 
tinctive feature consists in “allowing the employe some 
special reward or bonus, in addition to the customary divi- 
dends of other owners, These gratuities, . . . naturally 
enough, most often are made to depend also upon ser- 
vice and conduct satisfactory to the employer, or upon 
the display of a proper interest in his welfare. And they 
show greater variety, both in effective amount and in 
form, than one would have thought that human ingenu- 
ity could devise. Some take the form of special wage 
bonuses for stock-owning employes, at rates either uni- 
form or increasing with length of service. Some 
depend upon the company profits and some upon declared 
dividends. Some are uniform in amount or in rate. Some 
increase from year to year, as the stated conditions of 
ownership and employment, or of proper interest in 
the employer’s welfare, may continue to be satisfied. 

But all are limited in duration, much the most 
common term being five years.” 

A few of the plans treat the unpaid instalments of 
a deceased employe as if they had been fully paid, thus 
providing what amounts to a small life insurance. Prob- 
ably in more than half of the plans employes are not 
allowed to pay for stock in full at the time of pur- 
chase. The schedule of instalments protracts payment 
for one to five years or even more and the subscriber 
usually does not gain possession of the shares until 
they are entirely paid for. 

“In perhaps half a dozen cases,” Professor Fisher 
says, “the corporation has safeguarded subscribers 
against loss, either by an express stipulation in the pre- 
ferred plan, as with the Bradley Knitting Company, the 
Procter and Gamble Company, the Rome Wire Com- 
pany and the Schulte Retail Stores, or by extraordinary 
action, as when in 1921 President Rosenwald of Sears, 
Roebuck & Company pledged $20,000,000 of his private 
fortune for the rehabilitation of his firm, or when the 
first great fall in United States Steel securities induced 
the corporation to come forward with an offer to rebuy 
at the employe-owner’s subscription price. But such 
normal and abnormal guaranties are too few to have 
any general significance. In nearly all plans the em- 
ploye is left exposed to the full sweep of security fluc- 
tuations. In some he is expressly warned of them.” 

Employes, like all other speculators, are easily fright- 
ened into selling by a fall in values. On the other hand 
they are likely to sell out quickly when values rise. To 
cope with these tendencies some companies have ex- 
pended a good deal of ingenuity and money in the effort 
to assure a retention of.stocks once they are possessed 
by employes. “Here is a good part of the reason for 
the common [stock] bonuses for continued ownership.” 
And some companies exclude from the privilege of later 
subscriptions all employes who do not retain at least 
a part of the stocks secured earlier. 


The bonuses and gratuities offered are declared to be 
“primarily rewards for uninterrupted and satisfactory 
service, with a satisfactory display of a proper int 
in the welfare of the corporation—whatever may 
found to be the true meaning of this common phrasing, 
But quite certainly it means not taking work elsewhere 
at better pay. Equally clearly it means not striking, 
And, as a matter of fact, it usually means not being 
a member of a trade union and not pressing too hard 
for better terms of employment. The bonuses, there- 
fore, are secured only by renouncing what might be 


valuable advantages.” 
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Any attempt to estimate the benefits of stock owner- 
ship to employes must take into account the fact that 
industrial stocks at the close of 1927 were three times 
the height at which they stood in 1921.* Consequently 
an examination of present security values may make 
the results appear much more favorable than they are 
likely to be a few months or a year hence and certainly 
much more favorable than any average of many years 
would show. 

It may be noted that there are forty, or so, plans 
under which stock is handed to the employe either as 
an outright gift, as in the Eastman Kodak Company, 
the John B. Stetson Company, the General Motors 
Corporation, and others, or by way of sharing profits, 
as in the Procter and Gamble Company, the Brooklyn 
Edison Company, the Air Reduction Company, etc. 

Because of a protracted rising market possibly three- 
fourths of the stocks sold to employes now stand at a 
higher figure. “Of these appreciated stocks, how 
at least two-thirds may be put aside at once, as te 
nothing of the permanent investment character of em- 
ploye purchases, since the plans have been in operation 
only in the recent period of unusual prosperity and 
booming stock markets, or even in the later part of it. 
Here will be found the greater number of the conspicu- 
ous corporations whose plans have attained a wide pub- 
licity and commonly are understood to show the profit- 
ableness of employe stock ownership.” 

Although many of the stocks held by employes may 
be classed as high-grade, they are of a sort that no poor 
man can afford to own, for their prices in the market 
are high in comparison with the dividends which they 
pay. In some cases if the employe began by setting aside 
each month what he turns into the company, letting it 
grow by interest at normal rates and by successive de- 
posits, he would at the end of his five years’ saving 
have more money than the corporation reports credit him 
with having paid and more income therefrom. On the 
other hand “the fact remains indisputable that under 
the greater number of the ownership plans of recent 
origin employes, purchasing during the upward rush of 
the security market, have made gains, some small, some 
moderate, some large, some very large, some amazingly 
great.” 

Although the stocks under some of the older plans 
show gains “all the way from paltry to stupendous,” 
gains are frequently “interspersed with losses, all the 
way from paltry to disastrous.” But in connection with 
“preferred stocks there are not many which have turned 
out badly.” In general, the promoted purchase of s 
by employes “is not at all investment, but specul , 
and speculation of an extremely venturesome sort. Dis- 
tinctions are to be made, of course, but, taken alto- 


1 Based on data from the New York Annalist, January 13, 1928. 
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o be | gether, the purchases must be characterized as specula- bankers. Let the doubter submit a chance list of a 
tory tion. That is what many American and foreign em- hundred to any reputable investment adviser. . . . 
a a: have said expressly in declining to join the much It remains true that the larger number of the workmen 
- ertised sales movement. . That is what the who have speculated in their employers’ stocks within 
sing. vast majority of American employers appear to declare the last few years have made gains; but it remains 
here | by holding themselves aloof from it. That is what many equally true that no small number have made losses, 
king. | experienced employers show it to be in their reports even disastrous ones. ; 
being | of employes’ ready sales both on rises and on declines. A study of Employe Stock Purchase Plans in the 
hard | Indeed, the speculative character of it . . . is recog- United States published’ by the National Industrial 
here- nized by nearly all employers who have had to do with Conference Board is much more comprehensive and de- 
it be | i+ and who attempt to turn it into permanent investment tailed than that by Professor Fisher. From an invest- 
by restrictions on resales.” ment standpoint, however, much the same conclusions 
wner- ; oe are reached regarding the advisability of employe stock 
that Although hundreds of securities have been offered to ownership. 
times | employes, there are comparatively few that had when The extent of employe stock ownership in 1927 among 
ently | offered or have now “any good investment standing with 315 companies in the United States is summarized by 
make the rating bureaus or with conservative investment the Board in the following table:* 
are 
Type of Plan and Eligibility Number of TotalNumber Market Value 
years of Employes Companies of Employes of Shares * 
Active purchase plan ........+.+0++ 253° 2,439,849 736,641 $036,140,941 
plans Rank and file of employes ....... 230° 2,397,298 733,112 909,134,425 
er as Selected employes ..........+.+++ 23 42,551 3,529 27,006,516 
Inactive purchase plan ..........+++ 51 236,207 30,582 60,466,372 
pany, Rank and file of employes ....... 46 230,788 30,322 59,327,862 
lotors Selected employes .......... wher 5 5,419 260 1,138,510 
Profit-sharing, bonuses, etc. .......- 60,392 38,845 48,543,097 
oklyn — 
ic. ‘ 315° 2,736,448 806,068 $1,045,150,410 
three- The investigation located 111 other companies reported stock ownership in the United States as of last year. 
Lata} as having stock ownership plans, but many of these did An indication of the relative importance of employe 
4 | A return the questionnaires and others had given up stock ownership as compared to other ownership in 20 
te eir plans. Thus the table above must be taken as the leading companies in 1926 is given in the following 
f em-] jowest possible estimate on the extent of the employe table: 
ration Ratio 
and ‘atio (Per Cent) 
‘a it. (Per Cent) of Present 
of Present and Prospective 
Spicu- and Prospective Employe 
> pub- Employe Holdings to 
profit- Number of Stockholders MarketValue Market Value 
Employe to All of Employe of Total Stock 
Owners and Present Holdings and Now 
s may Name of Company Subscribers Stockholders Subscriptions Outstanding 
0 poor The American Sugar Refining Company...... 1,000 4.18 $978,537 1.12 
narket American Telephone and Telegraph Company‘ . 57,000 14.49 ,000,000 5.60 
1 the Bethlehem Steel Company, Inc. .............. 35,000 62.71 11,829,896 6.56 
ve Henry L. Doherty and Company ............ 9,000 8,950,000 3.09 
z aside Eastman Kodak Company ............e0eee0s 15,000 57.64 20,517,000 
ting it Illinois Central System ..............eeeeeees 1,256 5.33 1,164,715 61 
ve de- International Harvester Company ........... 12,000 54.54 15,240,000 7.16 
saving The Lehigh Coal and Navigation Company ... 276 4.60 244,440 39 
i hi Lehigh Valley Railroad Company ........... 2,127 22.38 912,000 88 
lit him National Biscuit Company ................00. 3,084 19.64 7,259,868 3.35 
Yn the New York Central Lines ...............005. 20,463 46.88 8,364,370 1.64 
under Pennsylvania Railroad System .............+. 19,500 13.91 5,348,504 05 
recent The Philadelphia Electric Company ......... 1,035 4.20 1,848,600 1.16 
Aa The Procter and Gamble Company ........... 4,326 55.88 23,069,210 11.61 
ush 0 The Pure Oil Company ...........cceeeeees 1,081 3.15 2,334,575 2.35 
, some Radio Corporation of America ............- 443 1.26 210,000 .24 
azingly Standard Oil Company of California ......... 11,854 20.55 28,494,109 3.83 
Standard Oil Company (Indiana) ........... 17,416 34.08 24,443,055 4.12 
Standard Oil Company (New Jersey) ....... 19,135 43.70 288,000 4.18 
plans Swift and Company .........sesceeeeeeees 13,000 2765 20,000,000 11.30 
idous,” 
all the 243,007 20.93 $303,496,879 4.2 
n with} ——— 
by the National In- 5 Includes four companies whose plans were not analyzed in detail. 
stri onference » New Yor ity, 1928. 
s Pale estimate is probably a minimum, for reasons given in the text. nl ee ee jointly owned by 11,500 employes of the Philadelphia 
ul eover, it does not include $10,825,000 worth of securities of two com- P 
Ke ies known to be owned by the employes jointly, in addition to.those which t More recent subscriptions by employes of the Bell System have amounted 
t. 1S- are owned by them individually. to 692,000 shares, which are being purchased by 180,000 employes, many of 
n alto- 4 These values relate for the most part to the middle of 1927, when prices whom are already included, however, in the 57,000 who are now owners of 
of some shares were unusually high. In many other cases, however, there stock. ; 4 ¥ 7 ‘ 4 
had been no such unusual inflation. For thirty-five companies, book or par _ *It will be seen that there is a slight error in this total but it appears 
value was used in the absence of data regarding market value. in the original table. 
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From this it is evident that the ratio of employe hold- 
ings to total stock is small although the holdings of the 
better paid employes and the holdings of those cf exec- 
utive rank are included. 


The report says frankly that an employe whose sav- 
ings are in the stock of the company by which he is em- 
ployed is putting all of his eggs in one basket.’ Regard- 
ing the possibility of “frozen” investments it points out 
that, “from an investment point of view, lack of a mar- 
ket except through the company is a serious drawback 
to some of the stock sold to employes, meaning as it 
does that the employe can not take advantage of an ordi- 
nary rise in value to sell at a profit, and that on leaving 
the employ of the issuing company the stock ofter must 
be sold back. The same funds put into more liquid 
securities would in the end very likely net a better return 
than if put into stock from which the maximum benefit 
can not be secured because of the limits on its resale. 
The employe-owner whose right to resell is limited thus 
suffers not only because he is unable to take advantage 
of any appreciation there may be in the value of his se- 
curity to dispose of his stock at a profit, but also because 
he leaves his investment behind when he quits the com- 
pany, and has his funds on hand at what may be an in- 
auspicious time for reinvestment. In the case of special 
employes’ stock the securities are not negotiable, and 
in the case of stock of a close corporation the purchase 
agreement prevents resale. This applies in some cases, 
also, to general market securities. The more recent is- 
sues of preferred stocks, in many instances, are callable, 
so that the employe-owner of these securities has no 
guarantee of the continuance of his investment. 


“On the other hand, of course, where the repurchase 
price is guaranteed, the employe has preference over 
other stockholders, and the safety of his investment is 
practically assured. If all the employe’s savings are put 
into the purchase of company stock, without a repur- 
chase agreement, his risk is greatly intensified, and there 
is always the danger, negligible as a possibility in many 
instances, to be sure, that his failure to diversify his in- 
vestments will result in the total loss, or at least the 
severe depreciation, of his entire estate. Some com- 
panies realize the seriousness of this situation and either 
give their employes a chance to buy other securities in 
addition to those of the employing company, such as 
the alternative investments of the Brooklyn Edison Com- 
pany, the Commonwealth Edison Company or the Inter- 
national Harvester Company, or they provide for free 
investment advice in case the employe wishes to sell. 
The savings and investment funds of some companies 
provide the same features, while the investment trust 
of the General Electric Company i is designed to insure a 
steady income through diversity of investment.” 

Considering the needs of the employe as an investor 
the Board concludes that he “should not be encouraged 
to invest in company stock unless he is adequately pro- 
tected against adverse fluctuations in its price. In some 


8 Employe Stock Purchase Plans, National Industrial Conference Board, 
page 142. 
[bid., pp. 149-150. 


corporations it would be better to provide the employes 
with a safer means of saving through more diversified 
investments than company stock alone, such as are BS 
nished by investment trusts and by saving funds, 

to give them expert assistance in investing their funds 
in a safe and profitable manner.” ” 


In regard to the broader aspects of employe stock 
ownership the report concludes that whether employe 
ownership and control of industry will ever become sig- 
nificant will depend (1) on the employes’ capacity to 
buy. Thus far the heaviest purchasing has been done 
by the better paid employes and executives. As long as 
incomes are distributed according to present ratios this 
is bound to be the case. 


It will depend (2) on the willingness of the present 
owners to sell. In many companies 51 per cent of the 
stock is never traded but is kept safely in managerial 
hands. Disposition of stock in close corporations is al- 
ways within the control of the present owners and, ex- 
cept for those concerns which definitely aim to have the 
employes own the business, there is no chance of the 
employes obtaining control. In other companies, while 
the bulk of the capitalization is for public sale, the voting 
and managing shares are continuously held by the group 
which controls the company’s financial policy. 


It will depend (3) on the employes’ desire to have 
a controlling interest. But at present their main em- 
phasis is on obtaining wages, hours, and working 
conditions which constantly better their status. Further- 
more, if a majority of the stock were owned by the e 
ployes, control would not be possible unless their s 
was voted as a block by trustees designated to look after 
the interests of the employes. 


Finally the report concludes": “From the evidence 
at hand, it is clear that corporate stock ownership by 
employes up to the present time has been, for the most 
part, an ownership by the superior employes and often 
by those in the more responsible and better paid posi- 
tions; there has been no great redistribution of wealth 
and income as a result of it. Nor is there anything to 
indicate that in the immediate future profits will be more 
important to the rank and file of workers than wages 
or that they will have, through their ownership of cor- 
porate stock, a much larger part in the management 
than at present. Still, what the future will bring de- 
pends on the direction in which the movement spreads. 
Through employe stock purchase plans, upwards of a_ 
million recipients of wages and salaries in the United 
States, in other words, employes, have been added to 
the number of owners of shares in industrial enterprises, 
These employes own over one billion dollars’ worth of 
securities of the companies by which they are employed. 
Responsibility for such a considerable investment and 
for its expansion rests largely on the management which 
arranges details of stock purchase plans and exercises — 
the necessary control over their execution.” 


10 Tbid., p. 167. 
41 [bid., p. 173 
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